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ZAMBIA: KEY ECONOMIC INDICATORS 





All figures in millions of Kwacha unless otherwise indicated. 
Average exchange rates are as follows: 1978,1K = $1.23; 1979,1K = $1.26; 
1980, 1K = $1.27. 


Income, Production and _ Employment 1978 1979 1980 





GDP at Current Prices 2.201 2,623 3,038 
GDP at Constant 1970 Prices 1,459 1,342 1,354 
Per Capita GDP at Current Prices (in Kwacha) 402 464 521 
Per Capita GDP 1970 Prices (in Kwacha) 267 238 232 
GDP Composition at Current Prices: 

Agriculture, Forestry, Fishing 358 375 434 

Mining 287 484 535 

Manufacturing 384 433 538 
Gross Fixed Capital Formation 55) 472 594 
Gross Fixed Capital Formation at 1970 Prices 213 154 162 
Index of Industrial Product (1973 = 100) 103 105 12 
Copper Production (1,000's of tons*) 656 579 610 
Cobalt Production (tons*) 1,360 Seo. 3,309 
Marketed Corn Production (1,000's of tons*) 657 331: 381 
Employment (excluding traditional 

agriculture) -- 1,000's 368 342 384 
Population (million) D6 Dead Dai 


Government Finance, Money and Prices 





Revenue 
Expenditures: 
Recurrent 
Capital 
Overall Deficit (-) 
Money Supply (M1) 
Money + Quasi Money (M2) 
Consumer Price Index** (1975 = 100) 
High Income 
Low Income 
Wholesale Price Index (1966 = 100) 


See notes at end of table. 





ZAMBIA: KEY ECONOMIC INDICATORS--Continued 





Balance of Payments 





Merchandise Exports 
Copper 
Cobalt 
Merchandise Imports (f.o0.b.) 
Oil 
Imports From the United States 
Services (net) 
Investment Income (net) 
Current Account (including transfers) 
Capital Account (net-plus errors and 
omissions and SDRs) 
Overall Balance 
Payments Arrears***x* 
Other Financing (net -- including IMF, 
reserve movements and currency 
realignments) 


*1 ton = 2240 pounds 
**Probably underestimates 
**k*kEStimate. 

eight percent. 


1978 


674 
597 
30 
496 
68 
39 
-187 
-110 
-184 


-74 
-259 


145(508) 


114 


1979 
1,091 
910 
139 
598 
97 

55 
-288 
=-99 
46 


112 
158 
-149(359) 


Export figure for 1980 may be revised downward five to 


*kxk*Began in 1975. Number in parentheses is cumulative arrears. 


Sources: 


1980*** 


985 
808 
79 
894 
154 
64 
-259 
-162 
-400 


229 
-171 


113(472) 


58 


Official government statistics, Bank of Zambia, annual company 
reports, International Financial Statistics. 
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CURRENT ECONOMIC SITUATION AND TRENDS 





Zambia's economy did not grow appreciably in 1980 (0.9 percent 
real GDP) and went into recession in 1981 (i.e., minus 

2 percent real growth). After the end of war in Rhodesia and 
near simultaneous conclusion of Zambia's previous program with 
the International Monetary Fund (April 1980), the Zambian Govern- 
ment attempted a fast growth economic strategy which sought to 
address many pent up spending demands held in check during the 
war years. These demands, which included commodity shortages, 
deferred ministerial and defense expenditures, wage pressure, 
low industrial inventories, etc., led in 1980 to heavy importa- 
tion and high deficit spending as the Government attempted to 
stimulate an economy already recovering from deep recession 
(i.e.,minus 9 percent real GDP in 1979), provide relief to hard 
pressed consumers and labor, and simultaneously launch develop- 
ment programs. 


The one-year hiatus between Zambia's programs with the Inter- 
national Monetary Fund (April 1980 to May 1981) proved difficult 
for Zambia. Increased import levels and costs were not matched 
by growth of export earnings as world copper prices declined 

and cobalt markets remained soft. Zambia's copper mining in- 
dustry provides over 95 percent of foreign exchange earnings. 
Heavy balance-of-payments pressure resulted and continued through 
1981. Zambia's ability to service some of its short-and medium 
term foreign debt (the so-called foreign arrears queues) 
weakened, and total arrears climbed to about $700 million by 
third quarter 1981. 


High spending and import levels and improved agricultural pro- 
duction in the 1980/81 crop year postponed further contrac- 
tions of the economy but did not lead to an independent, 
sustainable recovery. By early 1981 Zambia's financial re- 
sources and international creditworthiness were strained, and 
the volume of imports dropped by about 20 percent below the 1980 
peak. As import dependent productivity fell off, unemployment 
increased. Continued heavy deficit spending, lower production 
levels, and higher import costs (especially oil) drove up infla- 
tion. Two major strikes in 1981 (January and July) by Zambia's 
mineworkers and other unions further complicated the situation. 
Labor difficulties were in part caused by worker discontent 
over the decline in their living standards, including commodity 
shortages and decreasing purchasing power. As a result of the 
strikes and other chronic mining industry problems, copper pro- 
duction and exports declined in 1981, exacerbating Zambia's 
balance-of-payments difficulties. During the first half of 
1981, the Zambian economy was entering a recessionary period. 
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In May 1981, Zambia and the IMF agreed upon a new three-year, 
800 million SDR program intended inter alia to promote greater 
financial discipline and reduce foreign payment arrears. The 
most immediate effect of this program was, however, to finance 
increased imports beginning in the latter half of 1981. Prob- 
lems developed after the first drawing of 120 million SDR when 
Zambia did not pay down its foreign arrears and exceeded IMF 
credit ceiling limitations. A June IMF drawing was delayed, 
but by late 1981, after the IMF Board granted a waiver, the 
Fund released drawing rights for another 180 million SDR. 
Zambia also drew additicnal support from the IMF's compensatory 
finance facility. Most of these funds were applied to limited 
reductions of the foreign arrears queues. This assistance plus 
other loans and scheduled drawings in 1982, assuming Zambia's 
current relationship with the IMF is maintained, should stimu- 
late imports and some additional foreign credit as financial 
institutions see Zambia slowly addressing some of its foreign 
arrears backlog and demonstrating improved economic management. 
Accordingly, 1982 promises somewhat enhanced economic stability 
over 1980 and 1981, with some increase in commerce and imports 
over the low 1981 levels. Higher world copper prices and 
stronger cobalt markets could encourage these trends so long 

as financial discipline continues. However, higher inflation 
and lower agriculture production in 1981/82 will probably keep 
real economic growth to modest levels. Further, a number of 
serious structural problems with the Zambian economy remain and 
suggest that further reform will be needed if Zambia is to 
become less dependent on international assistance and achieve 
sustainable growth and development. 


THE MINING SECTOR 


On May 15, 1981, the President of Zambia, Dr. Kenneth Kaunda, 
announced that Zambia's two parastatal (majority state-owned) 
copper mining companies, Nchanga Consolidated Copper Mines Ltd. 
(NCCM) and Roan Consolidated Mines Ltd. RCM) would be merged 

into a single state firm to be called Zambia Consolidated Copper 
Mines (ZCCM). On December 22, 1981, the merger agreement was 
Signed, creating the world's second most productive copper mining 
group at around 600,000 tons per year. (Codelco in Chile is the 
largest producer at around 900,000 tons per annum.) The decision 
to merge Zambia's mining companies was taken in part to slow 
rising production costs by eliminating duplication where possible 
and to take advantage of other economies of scale. 


The task of reorganization and paring costs promises to be a 
challenging one for ZCCM's management. It comes during a 
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particularly difficult period for Zambia's mining industry. 
Continuing low copper prices, weak cobalt markets, rising costs, 
and an unfavorable exchange rate for hard currency earnings 

have led to heavy financial losses for both NCCM and RCM. 
Combined losses for their 1981/82 fiscal year (financial year 

to 31 March) could reach approximately 120 million kwacha. 
Strikes at both NCCM and RCM facilities also paralyzed the 
industry for 10 days in January 1981 and disrupted production 
again in July and beyond. The 1981 copper production fell to 
approximately 564,000 tons from 610,000 tons in 1980. Finally, 
it is generally recognized that long-run structural problems 
exist in the industry which are contributing to gradual declines 
in copper production. Other factors affecting production levels 
include rising costs, falling ore grades, cumulative shortfalls 
in developmental capital expenditures, diminished access to 
foreign exchange, and shortages of highly skilled personnel. 
Such problems are difficult to address and vigorous reform 

under new ZCCM management will be needed to ensure the longev- 
ity and viability of Zambia's most important industry into the 
next century. The World Bank Group, the European Community, 
United States government agencies, and some other countries 

have taken a renewed interest in Zambia's mining industry. The 
World Bank Group in particular is taking the lead in financing 
key rehabilitation and cost efficient projects, which include 
low cost copper extraction from tailings dams. Barring further 
labor unrest, copper production should return to around 600,000 
tons in 1982. However, in the medium term, further major rises 
in copper production are not anticipated, and production declines 
in the long run are likely. Zambia's cobalt productive capacity 
will be further increased by the scheduled completion of a major 
plant expansion at Rokana Division in 1982. ZCCM's capacity to 
produce cobalt could approach 6,000 tons by the mid-1980s, 
although actual production is being held down until world cobalt 
markets strengthen. Efforts are also underway to improve the 
quality of Zambian cobalt, including installation of a new 
vacuum refining plant at Chambeshi. 


Firms active or interested in exporting to Zambia's giant ZCCM, 

Ltd., should make contact with and monitor the progress of ZCCM's 
initial organization. Lasting supplier relationships will likely 
be formed (or reaffirmed) during ZCCM's first two or three years. 


THE TRANSPORT SECTOR 





Zambia is a landlocked country, historically dependent on three 
principal transportation routes: a road/rail route through 
Tanzania to the port of Dar Es Salaam (TANZAM highway and TAZARA 





railroad), a rail route through Angola to the port of Lobito 
(BENGUELA), and a rail and road route south through Zimbabwe 
(Rhodesia) to ports in Mozambique and South Africa. In January 
1973, the Rhodesian border was closed and most Zambian cargo 
was diverted through Angola. In 1975, however, the civil war 
in Angola closed the Benguela railroad to Lobito. The opening 
of the Tanzania/Zambia Railway (TAZARA) in August 1976 eased 
transportation problems, but only temporarily. Operational and 
management problems along the TAZARA and chronic congestion at 
the port of Dar Es Salaam reduced capacity and the efficiency 
of both road and rail routes through Tanzania. 


In response to the deteriorating transport situation, the 
Zambian Government reopened the southern rail route in 
October 1978. The transport situation eased markedly until 
the interdiction of the TAZARA rail line by Rhodesian forces 
in October and November of 1979. Subsequently, the southern 
route took on greater importance, handling 41 percent of 
Zambia's total non-oil trade (637,000 tons) in 1979 and 42 
percent (717,000 tons) in 1980. Zambia's reliance on the 
southern route for exporting copper declined marginally in 
1981, but the route remained key for Zambian imports. 


Having suffered repeatedly from transport disruptions, in- 
cluding massive delays of copper shipments and concomitant 
delays in foreign exchange earnings, Zambia is currently 
seeking to maintain and maximize its transport options. 
Zambia seeks to extend a new rail line from Malawi to expand 
Zambian use of Mozambique's ports (i.e., Beira and Maputo) 
and is supportive of a Botswanan proposed rail line running 
from Zambia through Botswana to Walvis Bay (Namibia). A 
major World Bank-led rehabilitation effort of Zambia Railways 
is also underway. Internally, almost all of Zambia's 
industries, commercial argriculture and major cities are 
located along the line of rail, especially Zambia Railways' 
north-south route. Highway infrastructure is extensive 
relative to most African countries and usually parallels 
Zambia's rail lines. 





ENERGY 


Zambia is richly endowed with cheap hydropower resources from 
Kariba Dam, which at the time of completion created the world's 
second largest artificial lake. The Kafue Gorge Dam supplies 
additional hydropower. Coal is also mined and is Zambia's third 
most important source of energy, behind hydroelectricity and 
imported oil. As a non-oil developing country, major Zambian 
industries are in the midst of moving from expensive petroleum- 
based power to electricity. ZCCM and Zambia Railways have 
launched major electrification projects and would be receptive 
to further proposals which would further electrify their opera- 
tions and thereby reduce fuel costs. Kariba and Kafue power 
runs from southern Zambia northward to the capital of Lusaka 
and on to the Zambian Copperbelt cities of Ndola and Kitwe and 
to nearby mining company facilities. An ethanol plant is 
planned, and solar power has potential. Uranium is also present 
in Zambia. 


AGRICULTURE 


Maize (corn) is the staple food of Zambians and by far Zambia's 
most important crop. After two poor years in 1979 and 1980, 
better weather and improved incentives for farmers produced a 
marketed maize crop of 694,000 tons in 1981, which is near 
Zambia's domestic consumption requirements. Government in- 
creases in maize producer prices and tax incentives convinced 
farmers to put more land (about 15 percent over 1980 levels) 
into maize cultivation, and 1982 promises as much as another 20=- 
percent increase in maize plantings. Unfortunately, a drought 
in late 1981 will keep down yields in 1982, but increased acre- 
age will probably help Zambia avoid repeating the very large 
food deficits and imports of recent years. 


Prior to recent policy reforms, the Zambian Government launched 
two country-wide programs to raise food production. The LIMA 
program, launched in 1977, is an extension program designed for 
farms of one-quarter hectare. It includes the use of existing 
technologies scaled down for the small farm. Operation Food 
Production, announced in May 1980, is a 10-year effort to in- 
crease production by all groups of farmers (i.e., commercial, 
emergent, and peasant) through a combination of capital invest- 
ment and some incentives. The centerpiece of Operation Food 
Production is the creation of two large state farms (20,000 
hectares and up) in each of Zambia's 10 provinces. The program 
is costed by the Zambian Government at 400 million kwacha, much 
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of which is expected to come from foreign donors. Foreign donors 
are also being asked to provide technical assistance. 


THE ROLE OF THE PRIVATE SECTOR 


Majority state-owned enterprises, parastatals, comprise about 
60-70 percent of the Zambian economy. The vast majority of the 
parastatal firms fall under one umbrella state company called 
the Zambia Industrial and Mining Corporation Ltd. (ZIMCO). The 
ZIMCO family includes ZCCM and the other mineral industry firms, 
most energy industries (TAZAMA pipeline, Indeni Refinery, Shell/ 
BP, Maamba Collieries, power generation and distribution companies), 
the transport industry (bus and truck transport firms, the rail- 
ways, Zambia Airways), the major hotels, wholesale and retail 
food and drug distributors, Zambia State Insurance Corporation, 
a commercial bank, the fertilizer plant, breweries, saw mills, 
plantations, car assembly and spares plants, glass works, and 
many other industries. Many of these firms were nationalized 
following independence in 1964 and have de facto monopoly status 
over the Zambian market. Where the private sector is allowed 

to compete with the Government, it is often at a disadvantage 
vis-a-vis the treatment accorded parastatal firms. 


Despite a historic trend toward more dominant state participa- 
tion and more government regulation and control of business, the 
private sector continues to play a vital role in the Zambian 
economy. Private firms play a particularly significant role in 
the construction and highway transportation industries, the 
financial sector (Citibank, Grindlays, Barclays, Standard and 
BCCI) and in commercial agriculture. Expatriate businesspeople 
(mostly British, European, and Indian) provide important (but 
costly) managerial expertise to parastatal and private enter- 
prises throughout the Zambian economy. Zambia's philosophy of 
humanism, which militates against exploitation by any one economic 
class, is one of the underlying reasons behind the Government's 
participation in and control of the economy. Zambia's economic 
decline in recent years, however, is partly the fault of Zambia's 
inefficient parastatal system,which has become a drag on the 
economy rather than a contributor to development. 


COMMERCIAL IMPLICATIONS FOR U.S. FIRMS 


TRADE AND INVESTMENT 


The current state of Zambia's economy offers some U.S. firms 
significant but difficult opportunities for trade expansion. 
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Zambia's imports in 1982 will probably increase over 1981 levels, 
as Zambia's access to international finance improves somewhat. 
ambia's continuing large payment arrears, however, is a major 
disincentive to many foreign suppliers. The extension of some 
credit is often a prerequisite for doing business in Zambia, but 
the queue in which foreign suppliers must wait for payment in 
foreign exchange is now running 26 months. Present world inter- 
est rates can make such payment delays costly to suppliers. 
Interest is, however, paid on queue debt. 


The U.S. Export-Import Bank (Eximbank) has lines of credit with 
Zambia's mining companies,which allow U.S. firms to avoid the 
queue. Several private banks also have revolving lines of credit 
with the mining companies and a few other Zambian firms. The 
mining companies themselves also make direct purchases and can 

ervice foreign debt from accounts held overseas, but much prefer 
suppliers who offer credit. Supplier firms who are successful in 
Zambia usually have some form of representation in the country and 
offer a program of service backup, especially spare parts. U.S. 
suppliers should ensure that they understand the complex import 
licensing and foreign exchange allocation systems before extend- 
ing credit. Visits to the Edondmic /Commaccin Section of the 


Embassy in Lusaka are encouraged. 


vestment opportunities in the industrial sector are more 
re lited, primarily due to financial constraints, and difficult 
d complex government policies,which inter alia favor parastatal 
rms over private competitors. Foreign companies that have made 
direct investments in Zambia are troubled by long delays 
(i.e., three years) in remitting profits, dividends and other 
fees. Relatively iittle additional foreign capital is being 
invested in existing or new enterprises. Investors must rely on 
irregular foreign exchange allocations from the Bank of Zambia 
to import their requirements--a time-consuming process which 
inhibits both current operations and development plans. The 
length of time required for expatriate managers or technical 
personnel to remit their salaries can also be a problem. Re- 
cruiting personnel replacements can therefore be difficult, and 
expatriate work permit applications are scrutinized carefully 


by the Government. 
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Many U.S. firms do, however, have substantial kwacha accounts 
(representing unremitted profits and dividends), and several 
have made new investments using these deposits. Further, the 
Government has enacted more favorable corporate tax and pricing 
incentives in the agriculture sector, but the unresolved issue 
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of prompt and reasonable externalization of profits and divi- 
dends is moderating foreign agribusiness interest in Zambia. 
OPIC finance and insurance programs should be investigated 
before undertaking any investment in Zambia. 


FOREIGN ASSISTANCE 


Zambia receives roughly $250 million in concessional assistance 
per annum,excluding IMF credits. Britain has a large program 

of supplementing the salaries of expatriate teachers, techni- 
cians and professionals. The European Economic Community, the 
Federal Republic of Germany, and the United States have pro- 
vided, large loans on very concessional terms for importation of 
essential goods and commodities. The Nordic countries, Canada, 
Italy, Japan, Saudi Arabia, and some Eastern European countries 
also provide assistance. Multilateral institutions active in 
Zambia include UNDP, FAO, ILO, IFAD, the World Bank Group (about 
$70 million per annum), and the African Development Bank and 
Fund. Over the last several years, Zambia has enjoyed the third 
largest U.S. assistance program in sub-Saharan Africa (i.e., 
currently after Sudan and Zimbabwe), totaling about $130 million 
in commodity import loans and food aid (PL-480). U.S. aid is 
focused on Zambia's agricultural sector and is administered by 
the United States Agency for International Development. 


Opportunities for tendering for major projects financed by the 


donor community are regularly submitted to the U.S. Department 
of Commerce in Washington for dissemination. Suppliers should 
maintain regular contact with donor organizations to stay 
abreast of new opportunities in Zambia. The foreign exchange 
component of these projects is readily available and payment 
delays are not a problem. 


POLITICAL BACKGROUND 


Zambia gained its independence from Britain in 1964. Dr. Kenneth 
Kaunda has been President since then. Zambia is a member of the 
Commonwealth, and the country's parliamentary, ministerial and 
legal systems reflect British traditions. However, in 1973 
Zambia became a one-party state, permitting only members of the 
United Independence Party (UNIP) to hold high office. UNIP's 
ruling body, the Central Committee, plays a key role in formu- 
lating and monitoring the implementation of government policy. 
The media is also heavily influenced by the Party and its 
Government. 





In October 1980, the President announced that a plot against the 


regime had been uncovered, and 13 alleged coup plotters are 
under detention and facing treason charges. The Party and its 


Government remain extremely concerned over internal or external 
threats to the regime. 





